Abstract
In all other countries CSR efforts by corporations have been kept largely voluntary, with only a select number of countries mandating corporations to disclose such activities.
Not surprisingly, therefore, Section 135 in India has generated largely polarized opinions among policy makers, corporates, industry associations, social sector organizations, and last but not the least, academicians. On one hand, the institution of mandatory CSR has been lauded in policy circles as a "historical opportunity" that could be a "game changer" for India where corporates would work hand in hand with the government and civil society to bring about "national regeneration" through sustainable development. Unorthodox as it may seem, some have argued that for a developing country like India, mandatory CSR may be an instrument to pursue a "middle path" between a liberal and a regulatory state so as to balance growth with social stability. On the other hand, critics of mandatory CSR, primarily corporates and business associations have pointed out that making CSR activities mandatory is essentially an exercise in outsourcing government social responsibility to the private sector and making the latter pay for the failures of the former. Further, when such activities are not clearly defined, mandatory CSR will create perverse incentives for corporates to camouflage activities to meet mandatory requirements or find ways to bypass the law.
Given the conflicting viewpoints around mandatory CSR, the objective of this paper is to examine in light of Section 135 and the Rules notified thereunder (MCA, 2014a) , the 2 fundamental and overarching question of whether mandated CSR would have the potential to bridge the welfare gap in a developing country like India. Specifically, the paper analyses the potential implications of Section 135 on firm incentives, the likely responses of corporates that come under this Section, its implications for resource availability and delivery of social goods, and finally the prospects and challenges of implementation of mandated CSR spending under the notified Rules. Insights into these issues are drawn by empirically examining the CSR behavior of a sample of 500 large companies listed on the Bombay Stock Exchange for the period 2003-
2011.
The paper is organized as follows. Section 2 sets the stage for discussing the relevant issues 
CSR in India -The Legal Framework
The first formal attempt by the Government of India to put the CSR issue on the table was in the issuance of Corporate Social Responsibility Voluntary Guidelines in 2009 by the Ministry of Corporate Affairs (MCA, 2009 ). Prior to this, the importance of CSR was discussed in the context of corporate governance reforms, such as in the Report of the Task Force on Corporate Excellence by the Ministry of Corporate Affairs (MCA, 2000) . While the report made a business case for CSR as well as highlighted the social benefits stemming from it, the discussion was recommendatory in nature and there were little actionable points. It is in the Voluntary Guidelines of 2009 that the core elements of a CSR policy was spelt out that included care for all stakeholders, ethical functioning, respect for workers' rights and welfare, respect for human rights, respect for the environment and activities to promote social and inclusive development.
The Guidelines specifically drew a distinction between philanthropy and CSR activities, and highlighted the voluntary nature of CSR activities that go beyond any statutory or legal 3 obligation. The Guidelines of 2009 were followed in 2011 by the National Voluntary Guidelines of Social, Environmental & Economic Responsibilities of Business, also issued by the MCA (MCA, 2011) . These guidelines were reportedly based on the inputs received from 'vital stakeholders' across the country and laid down nine principles for businesses to function in a responsible manner to promote inclusive economic growth at the national level. As in the case of the 2009 Guidelines, the 2011 Guidelines were voluntary in scope wherein corporates were urged to adopt all the nine principles, and to report their adherence to the guidelines based on an 'apply-or-explain' principle. Interestingly, while one of the implementation strategies suggested in the 2009 Guidelines was to earmark "specific amount related to profits after tax, cost of planned CSR activities, or any other suitable parameter," no such suggestion was included in the 2011 Guidelines.
The transition from a voluntary CSR regime to a regulated regime came when the Securities Exchange Board of India (SEBI) required the top listed 100 companies, as part of Clause 55 of the Listing Agreement, to mandatorily disclose their CSR activities in the Business Responsibility Reports (BR Reports) accompanying the Annual Reports. This, SEBI opined was in the larger interest of public disclosure and represented a move towards integrating social responsibility with corporate governance. The most ambitious attempt at mandated CSR activities for companies came with the enactment of Section 135 of the Companies Act 2013 (MCA, 2013) . As stated in the introduction, Section 135 made CSR spending as well as reporting mandatory for the very first time in India and brought the CSR activities of Indian corporates under the purview of corporate law. Specifically, the provisions under Section 135 requires companies with net worth of rupees five hundred crore or more, or turnover of rupees one thousand crore or more or a net profit of rupees five crore or more (i) to appoint a CSR Committee of at least 3 directors (one independent director), and (ii) under the guidance of the CSR Committee, spend in every financial year, at least two per cent of the average net profits of the company made during the three immediately preceding financial years, in pursuance of its Corporate Social Responsibility Policy. While the quantum of CSR spending along with reporting has been mandatorily set under Section 135, there is some inbuilt flexibility in the law in terms of a company's choice of its CSR activities. Instead of rigidly defining the boundaries of CSR, the act broadly specifies in Annexure VII of the Act, the scope of social responsibility in terms of a list of activities that the corporate can potentially undertake, leaving the choice of 4 activities to its discretion. So far as compliance to Section 135 is concerned, the law adopts a comply-or-explain approach, with no explicit penalties for non-compliance.
Subsequent to the passage of the Act, the Ministry of Corporate Affairs notified the Rules with respect to CSR on February 27, 2014. Apart from listing out specific activities on which the companies are free to spend the amount earmarked under their CSR Policy. The Rules guard against self-serving expenditure by companies by specifying that CSR activities that benefit only the employees of the company and their families shall not be considered as CSR spending under the provisions. However, companies may build CSR capacities of their own employees through reputed institutions with the proviso that such expenditure cannot exceed five percent of the total CSR expenditure made by the company in that financial year. The Rules framed under Section 135 of the Act, came into force from April 1, 2014.
With the enactment of Section 135 of the Companies Act, 2013, as observed by the Ministry of Corporate Affairs in the Report on the Standing Committee on Finance (LSS, 2010), India became the first country to include provisions on CSR in Company Law and make CSR expenditure mandatory for corporates based on pre-specified criteria. In the rest of the world, however, CSR is still a voluntary exercise left to the discretion of the corporates. What is mandatory at most is the compulsory reporting of CSR activities undertaken by corporates in a growing number of countries, although this too is not the case across all countries. Thus, in countries such as Sweden, Norway, the Netherlands, Denmark, France, Australia and China, either government regulations or stock exchange regulations or both require corporates to disclose their CSR activities through sustainability reporting.
1 The distinguishing feature of Section 135 is that it not only makes the reporting of CSR activities mandatory, but goes a step further to mandate CSR activities in the first place.
Why Corporate Social Responsibility?
In any CSR discussion it is important to understand why corporates should be socially responsible in the first place? Why, instead, would corporates not go about their business of shareholder value maximization, and leave the task of pursuing social development to 1 For details of relevant reporting requirements for thirty countries, see KPMG-UNEP (2010 
Defining CSR
The dilemma on the relevance of CSR in corporate activity is inextricably linked with defining the scope of CSR for a corporation. A review of the existing literature on CSR reveals that there is a diversity of opinions and ambiguity on the elements that constitute socially responsible behavior on the part of corporates. 2 Arriving at an agreed-upon definitional construct for CSR is important, first from the point of view of the entity which is responsible for CSR, i.e., the corporation, and second from the point of view of the entity that is impacted by CSR, i.e., the society at large, and finally from point of view of the entity that seeks to connect the firm and society, i.e., the regulator. In any national context, the debate on the extent to which CSR activities should be regulated should at least begin with a consensus among these three entities on what constitutes CSR.
The definition of CSR has evolved over the years. A sample of such definitions found in the academic literature and those advocated by international agencies are provided in Box 1.
Country-specific perspectives on CSR including India are provided in Box 2. As is evident from the two Boxes, CSR has been conceptualized in terms of a wide range of corporate behavior, starting at one extreme with the maximization of shareholder profits within the rules of the game (Friedman, 1970) to the other extreme of an all-encompassing objective of balancing economic, social and environmental objectives to serve shareholder and stakeholder interests as defined by UNIDO, World Bank and the World Business Council for Sustainable Development (WBCSD).
The notion of CSR in-built in most of these definitions is that CSR is essentially a voluntary activity that serves as a bridge between the corporation and the society, with the goal of the corporation re-defined from maximising only shareholder interests (the shareholder primacy view) to the interests of all its stakeholders. Closely related to this is the focus on balancing economic objectives with social and environmental objectives that could in the process compel 6 corporations to sacrifice profits in the interest of society. Ethical and moral behavior, and activities pursued beyond regulatory and legal compliance that contribute to social welfare also fall under the ambit of CSR activities.
There is a growing recognition among researchers and policy makers that CSR issues in developing and emerging countries like India are somewhat distinct from those in developed countries. Social, environmental and sustainability problems are more acute in developing countries, especially those impacted by globalization, economic growth, investment and burgeoning economic activity (Visser, 2007) . Further, as Amaeshi et al. (2006) Likewise, the domain of CSR in India as outlined in several public policy documents as well as in the initiatives of corporates and various industry associations is defined around socioeconomic activities geared towards meeting the development goals of the country, while not necessarily sacrificing the economic objectives of the corporates.
The Rationale of CSR
To understand better the drivers of CSR in developing countries and the considerations that have possibly dictated the imposition of mandatory CSR in India, it is important to highlight the pros and cons of socially responsible activities from the viewpoint of both the society and the corporation along with the need for regulatory oversight of such activities.
CSR and Social Welfare
At the societal level, there has been an increasing recognition that the economic activity of a corporation needs to be embedded in societal concerns. In fact, much of the discourse on CSR is conducted in terms of the relationship between business and society, of the moral and ethical imperative of business that goes beyond legal compliance, to contribute positively to society. Bowen (1953) , among the first academicians to draw attention to the social responsibility of corporations, argued that private corporations should be evaluated purely in terms of its "demonstrable contribution to the general welfare" (p.52) in terms of the production of social goods such as higher standards of living, and in spreading economic progress and security, and 7 that the survival of the free enterprise system critically depended on such contributions. A similar argument was forwarded by Steiner (1971) who argued that while businesses are primarily economic institutions, they are also expected to contribute towards achieving social goals, and such responsibilities should increase with the size of the business. This line of thinking, evolved over the years culminating in the stakeholder perspective that argues that a corporation's goal should go beyond maximising profits for its shareholders, and should instead be defined with respect to all its stakeholders (customers, suppliers, employees, community, etc.) including the society at large (Freeman, 1984) .
While much of the argument for CSR from the perspective of the society is ensconced in moral and ethical considerations, there are economic arguments too that have been made for and against CSR. The strongest position taken against firms engaging in CSR has been taken by Friedman (1970) who argued that it would be socially irresponsible for profit maximizing firms to engage in CSR; any diversion of funds to create social good at the cost of shareholder returns would be tantamount to 'theft.' The implication of Friedman's thesis is that CSR would lead to allocative inefficiencies and social losses. On the other hand, a body of theoretical research has provided the economic rationale for the social role of private firms in the provision of public goods via CSR. For instance, Besley and Ghatak (2007) , based on a theoretical model argue that CSR is no different from the private provisioning of public goods, that it can be Pareto improving and that, CSR by private-for-profit firms will be potentially efficient when provisioning of public goods by governments is sub-optimal.
The rationale for CSR in the case of developing countries extends beyond standard arguments as highlighted above and explicitly brings in the role that CSR can play in meeting developmental objectives of poverty reduction and inclusive growth. To begin with, there is no place for
Friedman's view of CSR. Instead, the social role of the corporates in development vis-à-vis that of the government becomes an integral part of the discourse. In particular, CSR contributes to governmental resources and delivery mechanisms either to supplement these, i.e., to chip in, or as a substitute, to fill up "governance gaps" especially where governments are weak, corrupt and under-resourced, and institutions are weak (Visser, 2008; Blowfeld and Fyrnas, 2005; Matten and Moon, 2008) . These arguments closely mirror the conclusions arrived at by Besley and 8 Ghatak of the role of CSR where government provisioning could be sub-optimal for a variety of reasons.
CSR and the Firm
Turning to the rationale of CSR from the perspective of a firm, two distinct motivations are identified, one which is 'performance driven' and the other which is 'stakeholder-oriented' (Basu and Palazzo, 2008, cited in van der Wees, 2009) . 3 Performance driven CSR is strategic in nature whereby firms incurring CSR expenses are driven by the profit motive and the belief that corporate social performance will translate into corporate financial performance in the long run.
This is essentially the business case for CSR where expending on CSR is perfectly consistent with shareholder wealth maximization, with no trade-off between shareholder objectives and social responsibility. 4 The premise underlying the business case for CSR is that "smart companies are those that will take a proactive approach and see CSR as a feature of mainstream business practice, employee engagement and a competitive advantage" (Davies, 2002) . In other words, it pays to do CSR.
Stakeholder-oriented CSR is driven by the motivational desire of the firm to serve the interests of all stakeholders of the corporations beyond those of its shareholders. While the shareholder primacy view predominantly focuses on the profit motive, the stakeholder perspective is seen as reconciling the social and economic goals of an organization driven by a moral motive of serving the interests of the society at large (van der Wees, 2009). Many a times, a corporation's motivation to serve stakeholder interests through CSR, are a reaction to pressures exerted from stakeholders at large (Frynas, 2005) . Whatever the case, stakeholder oriented CSR activities entail a trade-off with profit maximization, which Elhauge (2005) 
Regulatory Approaches to CSR
The regulatory approaches entail the extent to which the government influences CSR behavior of firms in two respects, first with respect to reporting of CSR activity, and second with respect to the amount of spending for CSR activity. Based on this, one gets three types of regulatory regimes, namely (i) voluntary reporting and voluntary spending (ii) mandatory reporting but voluntary spending, and (iii) mandatory reporting and mandatory spending. Much of the policy debates around the world is with respect to whether CSR reporting should be voluntary or mandatory i.e., whether firms should be required by laws and regulations to report their CSR activities. In comparison, the debate on voluntary versus mandatory spending is moot in most countries given that CSR activities, howsoever defined, is voluntary in nature (Box 1).
Mandating CSR disclosure
The issue of mandating CSR essentially pertains to the question of whether corporations are required by laws and regulations to report/disclose its CSR activities or whether the decision to report is to be left to the business judgment of the corporation. The issue of mandatory CSR reporting has gained prominence in recent years following the global financial and economic 10 crisis in the 2000s, a string of corporate misconduct and failures, and growing threats from business operations to environmental sustainability from business operations, all of which have created a 'trust deficit' between corporates and their stakeholders (KPMG-UNEP, 2010).
Consequently, CSR governance has over time shifted from a "hands-off" approach to more stringent regulation in terms of imposing greater mandatory disclosure requirements regarding how CSR by corporations are impacting its different stakeholders and the community at large.
The economic rationale for mandatory CSR disclosure vis-à-vis voluntary disclosure is not a priori obvious. If CSR at the firm level is driven by strategic considerations or to serve the interest of stakeholders, then one can argue that it is in the self-interest of a firm to voluntarily disclose its CSR activities. In other words, if it pays to engage in CSR, it pays to disclose. In fact, corporate responsibility reporting is considered to have become the "de facto" law for business (KPMG, 2011) (Hess and Dunfee, 2007) .
From a public policy perspective, the need for mandatory reporting arises in all probability when corporations do not view CSR as a paying proposition where social performance does not translate into financial performance at least in the short run, yet CSR is perceived to be beneficial at the societal level. If CSR is socially valued, mandatory reporting is more likely to evoke a positive CSR response whereas in case of voluntary reporting, CSR could be theoretically zero in the limit. Further, mandatory reporting could reduce information asymmetries especially in emerging markets with imperfect capital markets and is "critical" for engaging with stakeholders and in ensuring corporate accountability (Hung et al., 2013) . 
Mandating CSR Spending
The definitions of CSR as presented in the literature and the theories of CSR that underline the rationale for corporates to act in a socially responsible manner, howsoever conceptualized, largely views CSR as voluntary in nature. A corporation decides its optimal CSR as part of its business strategy and subject to market pressures. Such market pressures can emanate from market players, namely, consumers and investors, and from stakeholders and civil society organizations. The government's role in such a scenario is seen to be only limited to endorsing, facilitating and partnering socially responsible behavior of corporates through policy instruments such as tax exemptions for CSR activities, through award schemes and facilitating information dissemination and training, guiding corporates to adopt and implement CSR best practices through standard setting, issuance of voluntary guidelines and certification systems, and forging partnerships with the private sector to promote and execute the CSR agenda including public good provisioning to meet developmental objectives.
Economists and policy analysts have been generally cautious on the issue of whether companies should be mandated to spend resources on CSR activities. At the very basic, economic efficiency dictates that CSR should be kept voluntary and companies would undertake it if the perceived benefits at the margin outweigh the opportunity cost and thereby adds value to the company. It is in this spirit, that countries in general have avoided regulating CSR through mandated spending, and instead have chosen to influence CSR activity through mandatory reporting of such activities, leaving the decision to engage in socially responsible activities to the discretion of the corporation and the forces of the market. As Gangopadhyay (2012; 2014) opines, mandated CSR 12 has no place in a market driven society. Mandated CSR spending is also seen as an implicit corporate tax which would add to the already high tax burden on corporates and reduce the global competitiveness of Indian companies, and that companies for which CSR makes good business sense would undertake such expenditure anyway, mandated or not (Gangopadhyay, 2012; Karnani, 2013) . With regard to the latter, Gangopadhyay (2012) argues, similar in spirit to the debate between voluntary and mandatory disclosure that if CSR makes good business sense and the market values it, then managers would build in the optimal level of CSR in their business strategy to signal to the market the social contribution of their companies in line with shareholder expectations. Further, if all firms, efficient and inefficient were undertaking CSR to the same extent, the information content of CSR will become weak and the market will be unable to distinguish the efficient firms from the inefficient ones. Mandated CSR, rather than been seen as filling in governance gaps, is also seen as the abdication of government's responsibility in providing public goods to meet development goals based on "democratically determined priorities" (Karnani, 2013) .
The preceding discussion on the regulatory approach to CSR with special reference to India shows that since the year 2008, in a span of just five years, India has transited from a regime of CSR being a purely voluntary activity with voluntary reporting, to a CSR regime of voluntary activity with mandatory reporting (years 2012) to a regime of mandatory activity with mandatory reporting (year 2013). In the earlier years firm level CSR decisions were primarily determined by market pressures from consumers, investors, stakeholders and civil society organizations with the government playing the role of a facilitator through information dissemination, issuance of CSR guidelines, encouraging dialogue and fostering public-private partnerships. In the latter years, pursuant to Section 135, the Government has assumed a more proactive and direct role by making CSR reporting and CSR spending mandatory for all firms.
The latter role of the government is increasingly in line with the more involved role that states are taking in guiding CSR in emerging economies such as China (Ho, 2013) .
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CSR Practices of Indian Companies
Given that Section 135 has been enacted and Rules for its implementation are in place, an evaluation of its prospects would have to be based on an understanding of the CSR behavior of A logical question that follows from Figure 1 is which types of firms have sought to engage in CSR? Table 1 compares the average company characteristics of sample firms which report CSR in their Annual Reports and those that do not. The characteristics are defined with respect to 14 networth, sales, profit after tax and age. The first three characteristics have been used as alternative criteria for the application of Section 135. As is evident from the estimates in the Table, the mean and median net worth and sales of companies which report CSR are significantly higher than those that do not report CSR. In fact, the mean networth and sales of those disclosing CSR are more than double of those that do not disclose indicating that on an average, size matters in CSR engagement. Going by the criteria set under Section 135, the average size of firms not engaging in CSR (net worth of Rs. 6396 crore and turnover of Rs. 9687 crore), are much higher than the minimum size that would come under the CSR net (Rs. 500 crore and Rs. 1000 crore), and the median net profits of those not reporting CSR, of Rs. 933 crore are way above, 180 times higher than, the profit threshold of just Rs. 5 crore stipulated in the Section. These estimates indicate that although the proportion of companies voluntarily undertaking CSR is increasing over the years, the relatively low thresholds specified under Section 135 will bring in a large chunk of the top listed companies under its purview. This contention is further supported by an analysis of the CSR spending of 27 top corporates for the financial year 2012-13, as presented in Table 2 . As is evident from the figures of total turnover and PAT of the companies in the Table, all of the 27 companies would come under the purview of Section 135. Yet more than half of the companies have been spending less than 2 per cent on CSR, and 11 of the 27 companies even spending less than one per cent. Interestingly, the PAT of all the companies in the list are several multiples of the Rs.5 crore , ranging approximately between Rs. 300 crore and Rs. 21,000 crore.
Turning to the types of CSR activities that companies have reported, Table 3 and Figure 2 present respectively the nature of CSR activities that companies have chosen to engage in, and the variety of their CSR engagement. As Table 3 shows, considering the distribution across all activities reported over the nine years of the sample, the CSR activities in the areas of food, drinking water, sanitation and health as well as involvement in education, skill development/training and employment comprise of the major chunk of corporate sector engagement in the social sector, each accounting for around 17 per cent of the total activities reported. Energy/sustainability and environmental issues also feature prominent among the CSR initiatives. These are followed by CSR through providing support to NGOs and working for the disadvantaged sections of society. CSR on The distribution of companies by the number of distinct CSR activities they engage in is presented in Figure 2 . As is evident from the Figure To examine further the strategic motives of Indian companies in engaging in CSR, the data is analyzed to probe for evidence on 'green washing,' a practice by which companies whose business operations negatively impact the community, compensate for such consequences by undertaking CSR. As is widely recognized among policy makers and academia, companies that do more "harm" are also likelyto do more "good" to offset corporate social irresponsibility with corporate social responsibility (Kotchen and Moon, 2012) . This is especially relevant with respect to environmental issues where polluting industries proactively build in CSR as part of corporate strategy to maintain its reputation and value.
In India, seventeen industries have been identified by the Central Pollution Control Board as the most polluting industries. 5 Based on this classification, companies in the sample are divided into those belonging to polluting and non-polluting industries. In every year, about 20 per cent of the sample companies come from polluting industries. For each group, the percentage of companies which reported CSR is computed and the year-wise results are depicted in Figure 3 . The figure clearly indicates that in the initial years a significantly higher proportion of companies in polluting industries have been undertaking CSR activities compared to those in non-polluting industries. There is some evidence of green-washing based on this elementary measure.
However, over the years, CSR activities by companies in non-polluting industries have risen at a faster rate, perhaps in recognition that CSR-spending makes business sense, and accordingly the difference in the incidence of CSR activities between polluting and non-polluting industries have progressively narrowed. In fact there is no noticeable difference in CSR incidence between these two groups in the last two years of our sample. With the new provisions of the Section 135, this scenario will continue as all companies, except for size considerations, will be required to carry out CSR activities. Analyzing the relationship between reported CSR and financial performance for the sample under consideration, Table 4 reports the mean and median values of two profitability indicators namely return on assets (ROA) and return on sales (ROS), and two market performance indicators namely price to book (PB) and price to earnings (PE) for companies undertaking CSR and those who are not. The Table indicates that though there is no significant difference between the profitability measures between these two groups of companies, the value of both the market indicators are higher for companies undertaking CSR. This difference holds up statistically as is evidenced by the Wilcoxon test and the t-test for equality median and mean respectively. A stronger confirmation of the above observations is obtained by estimating a simple regression model of return-on-assets and price-to-book on the dummy variable CSR and age, with the later acting as a control variable to proxy for different aspects of firm size (profit, turnover and net-worth). The coefficient on the CSR variable is significant at less than 5 percent level in both regressions (Tables 5A and 5B ). Undertaking CSR increases price-to-book by 0.4, while it increase return-on-assets by 1.2 percent. The age variable is negative and significant suggesting that the younger and the newer companies are valued more in the market, possibly because of their higher growth potential.
The results make intuitive sense. CSR activities may lead to temporary reduction in short term accounting profit, but may create market value in the long run. The stock market may reward companies with virtue and ethics leading to lowering of cost of capital and ultimately to higher valuation of the company. Admittedly, these regression results need to be further tested within a more elaborately specified empirical model, but the initial statistical tests do suggest a strong link between CSR and company performance, both in accounting and market measures. (Table 6) show that the argument that the new CSR provisions are away of government abrogating its responsibility to the private sector is not very strong. The estimated total CSR spending is less than 2 per cent of total government social expenditure. Going by these estimates, 18 the mandatory CSR provision seems to be more about the idea of instilling "the spirit of CSR amongst corporate sector."
Mandatory CSR: Prospects and Challenges
The empirical analysis in the preceding section reveals that Indian corporates even prior to the enactment of mandatory CSR under Section 135 of the Companies Act 2013 have steadily acquired the mantle of being socially responsible as is evident from a manifold increase in the proportion of companies reporting their CSR activities over the years. This upward trend has taken place in a regime where both CSR spending and reporting were voluntary, indicating that there is a strong business case for companies to be socially responsible. This is borne by the result, albeit preliminary, of a positive relationship between CSR and firm performance, as measured by ROA and market value. Similar to the overwhelming evidence existing in the context of developed countries, the analysis of the top 500 companies in India does show that a firm's social engagement is being positively valued in the market. In light of these findings, it is important to address the prospects and challenges associated with Section 135 in the near future.
The Prospects
Mandated CSR has its proponents and opponents. While the proponents believe that the objectives of the corporation should go beyond profits and shareholders and extend to social welfare and all stakeholders, opponents argue that corporations have well defined role of maximizing shareholder value and therefore CSR should be market driven and left to the their discretion. This is a debate on normative issues and is difficult to resolve easily. Any economic policy has gainers and losers and a "good" policy tries to balance the gains against the losses.
While the new provisions of Section 135 will certainly lead to an increase in the amount of CSR spending by Indian companies manifold compared to their existing level, it does recognize that mandated CSR may impose some economic costs on these companies and its shareholders.
Accordingly the provisions of section 135 try to provide a number of flexibilities to ensure that these costs CSR do not hurt the companies and their shareholders disproportionately to substantially reduce the net social welfare gain.
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A systematic evaluation of the arguments both for and against mandated CSR seem to suggest that the new CSR rules framed under Section 135 are conceptually strong and well laid out. First, under the current rules, CSR expenditure is a utilization of profit and avoids the relevant issue of multiple objectives inherent in the stakeholder theory. Companies will still have shareholder value maximization as a single objective from which, ex post, two per cent of the profits can be appropriated towards the CSR activities. Thus the current CSR stipulations do not distort economic objectives as is typically the case with stakeholder optimization.
Second, the amount of two per cent of PAT is not a huge demand on corporate resources. For example, when one considers the median PAT and the median turnover of the top 500 companies (Table 1) , the 2 per cent rule will warrant a spending of Rs. 4.65 crore on CSR which seems to be quite modest when judged by the turnover of Rs. 9687 crore. Considering all listed companies that would come under the CSR rule, the company with the median PAT would be required to spend Rs. 55 lakh annually as of 2012 (Table 7) . These figures also raise doubt that CSR spending is likely to result in significant loss of competitive advantage either in the domestic or in the international market, at least for the top 500 companies. In fact if there is a business case for CSR, which empirical evidence tend to support, then international companies may also be doing CSR to gain, rather than lose, competitive advantages, Third, the CSR rules adopt a "comply or explain" approach rather than a "comply or else" approach thus leaving room for companies to assess the opportunity cost of CSR. Smaller companies i.e., those below the specified thresholds, for which the opportunity cost of internal capital is likely to be high are exempt from CSR in the first place. Furthermore, a company which determines that CSR spending of 2 percent may not be in its best interest may not spend or spend less than the required amount provided its explanation is acceptable by the regulator. In this regard, the position taken by the MCA is instructive. In response to a query from the Parliamentary Standing Committee on the Companies Bill 2009 with regard to the government monitoring of CSR activities under the proposed rule, the Ministry spokesperson replied that the "whole emphasis" of the Act was to require companies to disclose their CSR related activities in the public domain so that anybody, including the Ministry can monitor. However, there would be no formal oversight mechanism by which the Government will independently monitor a 20 company's CSR activity. 7 Going by this position, the expectation therefore is that by creating a social mandate through the law and thereby building up social expectations, mandated spending, with justifications for exceptions, is likely to generate more CSR spending than voluntary spending with mandated reporting.
Fourth, companies which feel that they do not have adequate expertise or core competency to carry out CSR related projects may either appoint reputed trusts to carry out the projects, or simply donate the specified amount to the Prime Minter's Relief Fund. In this context, it is to be noted that a large number of companies are undertaking CSR voluntarily, some to the tune of 6% of their PAT, much before the regulations came into effect. These companies must be assessing that the benefits of CSR outweigh the costs of doing so. Some of these companies which run very complex operations around the globe must have found CSR well within their core
Finally, what about the concern that mandated CSR might reduce the spending by some companies who are voluntarily spending more than two percent of their net profits, since the signaling value of CSR would reduce when all companies are made to spend on CSR. While this argument does have some merit, it is also possible that the CSR spending of these firms might actually increase to preserve the signaling value of CSR and it essentially becomes an empirical question. Further, given the same level of expenditure, the signaling value of CSR by incumbent firms can increase through the better choice of CSR projects and more efficient delivery compared to those by the entrants.
Notwithstanding all these arguments, most economists would like to view the mandated CSR provisions of Section 135 as an implicit tax on the companies. While this is true to a large extent, there is one key difference namely that the current CSR provisions work like a centralized tax with decentralized utilization with project implementation undertaken by private parties.
Under explicit taxation there is no guarantee that the money collected by the government will be spent on CSR and not be appropriated for other uses. The implicit tax in contrast, gives companies control over the disbursement over their own funds in a directed manner, with greater incentives to choose the right projects that have synergies with their lines of business operation (which the rules allow for), and greater incentives to monitor its efficient utilization. The upside of such a decentralized mechanism of social spending is that it can lead to better project delivery and reduced fund leakages that are widely perceived to be challenges for the large scale government welfare schemes.
The Challenges
While acknowledging the potential benefits that Section 135 can usher in strengthening the relationship between business and society in India, there are some issues and challenges that will come up during implementation of the new CSR rules which will have to be addressed through the setting up of appropriate mechanisms. First, one should be concerned about whether too much funds will be generated under the new CSR Rules leading to challenges for companies to identify appropriate projects on a sustained basis. It is important to realise that companies need to pump in 2 per cent of their net profits every year. This in turn could put a strain on the company's management to search for, select and implement additional projects, monitor its ongoing CSR activities, all of which will cumulatively build up over time both in terms of scale and scope. A quick analysis of all the BSE listed companies can help one to get a perspective of the problem.
According to the analysis, as already presented in Table 7 , had the present CSR criterion been applied to listed companies in 2012, an estimated amount of Rs. 8343.9 crore would have been spent on CSR activities by these companies based on their net profit figures for FY 2012.
Moving the figure to FY 2015 and taking into account that the CSR Rules apply to unlisted companies too, the amount could be well around Rs. 10,000 crore per year. Other estimates appearing in the press put the total annual CSR spending to around USD 3 billion. While, as argued above, these estimates are relatively small in relation with the total government spending on social programs, the estimates are not trivial at the company level. As shown in Table 8 , our analysis reveals that the CSR spending by the median firm managing a turnover of Rs. 33 crore, is about Rs. 55 lakhs per year, and CSR projects worth this value would have to be identified annually and followed through. For large companies the issue of identifying appropriate projects on a sustained basis could be even more challenging. Companies like Reliance and ONGC, reported in Table 8 18, 2014 18, (MCA, 2014b specifying that "the activities undertaken in pursuance of the CSR policy must be relatable to Schedule VII of the Act and the activities mentioned in the Schedule VII must be interpreted liberally capturing the essence of the subjects enumerated therein." As stated earlier, the circular also lists certain specific types of expenditures that will count as CSR expenditure for meeting the provisions of Section 135 and those that will not.
More such explanations and clarifications are likely to be made over time.
Third, is the problem of coordination of CSR projects across companies in a particular region to prevent the duplication of and overinvestment in similar types of CSR projects. This is 
Box 2: CSR Perspectives in Selected Countries
Source: Definitions for all countries except for India are sourced from the World Business Council for Sustainable Development (WBCSD, 2000) USA "CSR is about taking personal responsibility for your actions and the impacts that you have on society. Companies and employees must undergo a personal transformation, re-examine their roles, their responsibilities and increase their level of accountability"
THE NETHERLANDS "CSR is about making a leadership commitment to core values and recognizing local and cultural differences when implementing global policies. It's about companies endorsing the UN Convention on Human Rights and the ILO Rights at Work" TAIWAN "CSR is the contribution to the development of natural and human capital, in addition to just making a profit" THAILAND "CSR must be locally relevant and meaningful only if backed up action"
THE PHILLIPINES "CSR is about business giving back to society" BRAZIL "CSR is about commitment to strive for the best economic development for the community, to respect workers and build their capacities, to protect the environment and to help create frameworks where ethical business can prosper" ARGENTINA "CSR is about a corporations ability to respond to social challenges. It starts with developing good relations with neighbors. Companies should make a strong commitment to education, worker rights, capacity building, and job security. CSR is stimulating the economic development of a community" GHANA "CSR is about capacity building for sustainable livelihoods. It respects cultural differences and finds the business opportunities in building the skills of employees, the community and the government" 
